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Article By: J. L. Watson 
Manager Economic Controls 
United Air Lines, Denver, Colo. 


PROMOTING PROFIT PLANNING 


One of the easiest ways to accomplish a difficult task is to study how someone 
else conquered the same or similar problem. Selling a budget program is a dif- 
ficult task at best, and since we know that a picture is worth a thousand words, 
the United Air Lines method of promoting a profit plan to their line management 
is sure to have considerable appeal to our members - just as it did to their 
employees. Co-operation with understanding is what they were after - you be 
the judge if they had the right approach. 


The article contains statements which are opinions of the author and United 
Air Lines and do not necessarily reflect the opinions of the NSBB publications 
committee, however, if you will recognize that this article represents a sum- 
mary of a talk given before their management, you will understand why we did 
not edit their comments. We are indebted to United Air Lines for permitting us 


to bring you one of their management tools. 


Did you ever have a new program to sell to 
operating management? Of course you have and 
having beenthrough the experience you know that 
the old saying about ‘better mousetraps’’ or “‘if 
the program is good it will sell itself’’ is a lot of 
poppycock. Nothing sells itself no matter how 
good. It takes a lot of conscious effort and a 
well organized approach to sell -- especially to 
sell ideas. 


United Air Lines has had a thorough going 
budget program for a good many years. In the con- 
stant search for ways to make it more effective 
we decided to emphasize Profit Planning. The 
idea was readily accepted by top management and 
presented to the General Staff. After the frame- 
work was established we outlined the program to 
all headquarters staff people and the program was 
installed. 


Our first opportunity to present the program to 
the top field managers came at our annual Flight 
Plan meeting where they were all assembled to 
hear about plans for the coming year. But we 
still felt the need to do a “‘grass roots’’ selling 
job. First line supervision can make or break any 
company-wide program and budget programs are 
no exception. 


We had no qualms about the mechanics of the 
program. How it was to work seemed to be well 


understood. But we were anxious to have line 
supervisors understand why we have a Profit Plan- 
ning program, what they could do to make it a 
success and the personal rewards of wholehearted 
participation. 


So we set about the process of dreaming up the 
kind of presentation that would keep the line 
managers awake long enough to get our story 
across. There is perhaps nothing that will charge 
the air with ether more quickly for the average 
front line supervisor than an academic discussion 
of the budgeting process. Giving him a message 
that would penetrate deep enough to be remen- 
bered more than five minutes after he left the 
room was a challenge and we did not approach 
the problem lightly. 


As you know from your own experience we 
‘“*budgeteers’’ are often considered by people in 
other phases of business to be a colorless lot. 
We are also accused at times of being ‘‘figure 
happy’’ and perhaps with good reason. This gave 


us the idea that we might startle our captive 
audience to attention and hold their interest by 
building our story around a series of brightly 
colored slides having little connection with the 
kind of figures they were expecting. From this 
idea was born the presentation that is outlined in 
the paragraphs to follow. 
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We started our pitch by reviewing briefly the 
basic purpose of each of the departments in our 
organization leading up to our first slide. 


When King Customer appeared on the screen 
we commented as follows: 


Now all this sincere and noble effort would 
seem to be directed toward KING CUSTOMER and 
indeed it is -- for without his good will neither 
you nor I would be around very long. Charles F. 
Kettering of General Motors once said, ‘‘In our 
business we believe in the double profit system. 
When we build a product we expect to get a profit 
out of it when we sell it. On the other hand the 
average customer won’t buy a thing if he doesn’t 
expect to get more out of it than he is paying for 
it.’’ And it’s just as true in the airline business. 
KING CUSTOMER may not always be right but 
unless he thinks our batting average is pretty 
high most of the time he’ll desert us for some 
other airline that he thinks is better. For the 
most part he’s a pretty reasonable guy so we 
must be ever alert to the kind of service he wants 
and see that he gets it. 


KING 


However, we must keep in mind that KING CUS- 
TOMER does not rule alone. He shares the throne 
with another king to whom we owe equal alle-. 
giance -- KING INVESTOR. KING INVESTOR is 
a little easier to lose sight of because we don’t 
see him every day as we do KING CUSTOMER. 
Out of sight out of mind they say, and perhaps 
this is another reason why we don’t think of 
KING INVESTOR so often because few of us on 
the management team come in contact with him 
directly. But let’s not underestimate the power 
he holds over our destinies, because without 
him and his good will we wouldn’t be meeting 
here today. 


So we might describe the basic purpose of our 
United management team as the provision of out- 
standing service that will attract KING CUSTOM- 
ER and keep him coming back, at a cost that 
will result in a profit sufficient to give KING 
INVESTOR an adequate return and leave a fund 
for the healthy expansion of the company and our 
own individual opportunities for growth along 
with the people who work for us. 


You have beenthoroughly briefed on what Profit 
Plan is and how it works so we won’t waste time 
rehashing. Instead we will spend our time dis- 
cussing why we have one. To help me illustrate 
why it is important to you and me that we as a 
company make an adequate profit I am going to 
enlist the aid of some female acquaintances of 
mine. Any similarity to girls you may have known 
in your youth is purely coincidental. 


This is Puny Profit — this gal is strictly from 
hunger, believe me! Puny had ambitions to enter 
the Miss America contest but her bathing suit 
wouldn’t stay on. Since the circuses eliminated 
side shows she has applied for unemployment 
compensation. 


PUNY 
PROFIT 


Now what happens when a company makes a 
puny profit? 


First of all, KING INVESTOR gets a mere 
pitance or he may be left out completely and as 
you can plainly see he isn’t very happy about it. 


Anything left to plow back into the company 
treasury for future expansion can be done by one 
small boy with a hoe. 


Lenders are likely to turn thumbs down on re- 
que sts for funds for expansion. 


Employees opportunities for growth and pro- 
motion are very limited. Our little Swiss mountain 
climber is sitting on top of a very low hill with 
no place to go but down. 


In short, the business is headed for the skids 
if it doesn’t get rid of Puny, the sweetheart of 
Skid Row. 


Now Puny has a country cousin called Passable. 
Passable has her points and might get by on a 
dark night if she wore slacks, but I think you'll 


PROFIT 


all agree that she would have tough going in the 
Miss Universe contest. 


The company that makes a passable profit is 
somewhat better off. 


KING INVESTOR gets his dividend -- perhaps 
enough to hold his interest if he anticipates im- 
provement that will result in long range appre- 
ciation in the value of the stock he owns. 


It takes a plow and one medium size Missouri 
mule to plow back what’s left over for expansion. 


Lenders will probably not be completely aller- 
gic to requests for funds but may charge a fairly 
husky rate of interest. 


And the employees do have some chance for 
promotion without waiting for the boss to die or 
be put out to pasture. 


Then there is Adequate Profit. You have all 
heard of Cover Girls. She is the gal we would 
most like to have under the cover of our financial 
statement. She’s the stuff that dreams are made 
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of -- dreams of promotion and advancement that 
can come true for the enterprising employee. 


Now, when a company makes an adequate profit: 


KING INVESTOR can expect an adequate div- 
idend. Look at that smile! He doesn’t need his 
glasses to see that green stuff. 


His equity can be properly increased with the 
money left over to plow back into the business. 
With the value of his investment increasing he 
may even be willing to buy some more stock if 
the company chooses to use this method of ob- 
taining funds for expansion. 


With more funds available from profits it may 
not be necessary to borrow for expansion. But if 
it is, Lenders are happy to consider the broader 
equity base and offer funds at a preferred in- 
terest rate. 


All of this adds up to plenty of opportunities 
for the growth and promotion of deserving em- 
ployees and makes the company a mighty art 
tractive place to carve out a career. 


Now let’s get back to Adequate for afew minutes. 
I want to emphasize some of the outstanding ad- 


vantages this gal has to recommend her to you and 
me as career men in United Air Lines. KING IN- 
VESTOR takes a very real interest in her measure- 
ments and so should you and I. 


There are several ways to measure whether or 
not profits are adequate and KING INVESTOR 
looks at all of them carefully. As pictured here 
you might say he is showing an avid interest - 
real eager! 


One of these measurements is Return on In- 
vestment. How do net profits relate to the total 
amount of money invested in the business? KING 
INVESTOR has a very real interest in this one 
because he is not only concerned about the divi- 
dends he receives which represent the immediate 
return on his money; he is also interested in the 
undistributed profits plowed back into the busi- 
ness that increase his equity and make possible 
long term appreciation in the value of the stock 
which he owns. In a growing business the profits 
plowed back into the business are probably just 
as important to the investor as the dividends he 
receives. Because of the need for funds to finance 
expansion, profits must be higher related to in- 
vestment in a rapidly growing business such as 
ours if they are to be considered adequate by 
the investing public. 


Another of Adequate’s measurements that KING 
INVESTOR is most interested in is Earnings per 
Share. Interest on borrowed money must be paid 
first, so the owners of our common stock are 
vitally concerned with the maintenance of a 
healthy ratio of debt to equity in our financial 
structure. Our goal as a company, of course, is to 
maintain the optimum ratio of debt to equity 
financing. 


Still another measure of the adequacy of net 
earnings istheirrelationtorevenues. The investor 
would like to see a gradual growth in this factor 
in an expanding business, indicating our ability 
as managers to capitalize on greater volume and 
slow up the increase in expenses, allowing more 
of the increase in revenues to flow to profit. 


Operating Ratio or the percent of revenues con- 
sumed by operating expenses is also important to 
the investor. This also measures our ability to 
make increased volume profitable. In a growth 
business such as ours the investor would like to 
see this ratio gradually declining. 


There are, of course, many other tests of the 
end results of our management efforts that are 
made by the investment analyst, but these are 
enough to illustrate that in this modern day and 
age he has something besides blind faith or 
gambler’s instinct to guide him. 


(At this point we took a look at our company’s 
record on the basis of measuring units discussed 
above with the aid of a slide containing the kind 
of figures more commonly associated with we 
“*budgeteers.'’ Following this we talked about 
profit improvement as follows.) 
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Obviously, there are two ways to improve 
profits. We can improve profits by selling more 
and we can improve profits by saving more. As 
managers we have the opportunity to contribute 
to better profits through both avenues. The old 
adage ‘A dollar saved is a dollar earned’’ and 
its corollary ‘‘A dollar sold is a dollar earned’’ 
may not be quite as descriptive as the day they 
were coined because Uncle Sam takes a bigger 
cut out of both bucks. But they are both im- 
portant to improved profits. It behooves us to 
cultivate KING CUSTOMER and spend wisely 
the money necessary to carry out our respon- 
sibilities. 

One of my fellow managers made a statement to 
me the other day that indicated a lack of under- 
standing concerning the effect of a capital ex- 
penditure on profits. I am not at all sure that his 
misconception is general but it is true that the 
relationship of capital expenditures to profits is 
less obvious than the dollar we spend for payroll 
or gasoline or traveling expense - so let’s talk 
about it for a minute. 

His statement went something like this, ‘‘You 
know, I consider very carefully any plan to add 
another man to my shop or set up a project that 
adds to my non-salary expenses because it affects 
my profit plan allowance directly, but I find my- 
self being not quite so careful about requesting a 
capital item because it doesn’t get charged to my 
Profit Plan.’’ (Depreciation is not departmental- 
ized in our budgeting process.) 

Well, he’s quite right about his own depart- 
mental Profit Plan. But, if all of us as managers 
took that attitude it would be much the same as 
an individual who watches the money he spends 
for food and clothing very carefully but buys a 
house that is way over his head because he 
doesn’t have to pay for it right away. 

There is a day of reckoning. Money spent for 
capital items affect the company’s Profit Plan in 


three ways. First, it becomes a part of operating 
expense in the form of depreciation. Second, it 
further adds to expense in the form of interest 
paid or lack of interest earned. Third, it adds to 
the investment base against which profits are 
measured. 

A capital expenditure can conceivably increase 
other operating expenses such as the need for 
more manpower. On the other hand, the pro- 
vision of this facility or piece of equipment may 
make possible substantial savings in operating 
expense or increases in revenues which will amor- 
tize its cost in a relatively short period of time. 
So one of the basictests we should apply to every 
capital expenditure we consider is ‘*Will this ex- 
penditure increase the company’s profits?’’ If the 
answer is ‘‘yes’’ we have a good deal. If the an- 
swer is “‘no’’ we'd better take another look. 

It would be presumptuous on my part to try to 
tell you specifically how you as individuals can 
contribute to the company’s profit. You and the 
people who work with you know far more about 
your local operation than I do. You have all lived 
with Profit Plan for several months now -- perhaps 
some of you may feel you've lived in spite of it. 
At any rate, I feel sure that many of you could 
give me more specific examples of profit planning 
in action in fifteen minutes than I could put to 
gether all day. But, I have gathered a few ex- 
amples in my travels around the airline that were 
stimulating to me. I think they may also be of in- 
terest to you so I'd like to pass them along. 


(Here we gave a series of examples taken from 
actual experience since our Profit Plan was es- 
tablished. The examples were deliberately select- 
ed to illustrate the wide variety of opportunities 
for profit improvement inthe day to day operation. 
After these examples we wound up the ‘‘formal’’ 
part of our presentation which was followed by a 
discussion period. ) 


BACK TO VISUAL AIDS 


I am sure that there are some of us in this room 
who lead a double life. Not such thing as a Jeykll 
and Hyde existence, but the kind of double life 
that gives us a two-fold interest in Adequate 
Profits. 

Mirrors are not standard office equipment but if 
they were, many of us would see KING INVESTOR 
reflected when we look across the desk, for a 
goodly number of us are stockholders as well as 
Managers of the best airline in the country. At the 
end of last month there were 3,190 United em- 
ployees participating in the Employees’ Stock 
Purchase Plan. In addition to this imposing list 
of employee stockholders many of us have pur- 
chased stock on the open market. 

Duncan C. Menzies once said, ‘*Profit is a must. 
There can be no security for any employee in any 
business that doesn’t make money. There can be 
no growth for that business. There can be no op- 
portunity for the individual to achieve his personal 
ambitions unless his company makes money.”’ 
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So let’s remember that you and | as part of the United Man- 
agement Team have not one but two bosses of equal status. 


AND 
STOR 
> 
SIC SD 
KING CUSTOMER is primarily interested in --- KING INVESTOR is interested in --- 
> 
TAI ae PROF IT 
PAIN 
Outstanding Service. We use this lovely stew- Adequate Profits over the long run. This is no 
ardess here to exemplify the sum total of all of summer romance but something that he is inter- 
United’s services which keep KING CUSTOMER ested in year after year. 


coming back for more. 


I’m not sure that you noticed but Adequate and Outstanding are twins -- 
in different garb, yes, but twins nevertheless. And even though they are 
not Siamese twins, one cannot long exist without the other. 


KING KING 
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So let’s work hard to supply KING CUSTOMER and KING INVESTOR 
with the companionship of Outstanding and Adequate and in the process 
create for ourselves and the people who work with us Opportunities 
Unlimited! 


So ends our tale. Frivilous in spots? 
Perhaps. Sexy all over? Sure! Why not? Sex 
is used to sell automobiles, cosmetics, 
dishwashers, and every thing else in the 
alphabet; Why not Budgeting, Cost Control 
and Profit Planning? There may be a few 
members of our fraternity who will feel that 
this kind of presentation fall's a little short 
of the dignity of our profession. To any who 
may have this feeling I submit that in our 
anxiety to maintain our ‘“‘dignity’’ we too 
often turn out to be just plain dull. Budget- 


ing shop talk which may be ambrosia when 
we are talking with each other, may turn 
out to be effective only as an anesthetic 
to the operating man. 


Taking a page from the salesman’s book 
worked for us. | didn’t collect one snore 
on the entire tour. | am sure that many of 
you have had equally gratifying success 
with a similar approach. For those of you 
who haven’t given it a whirl, try it some- 
time. The results may surprise you. 
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By: J.M. Maurer 
Executive Assistant 
Ryan Aerondutical Company 
San Diego, California 


A COMPREHENSIVE BUDGET PROGRAM 


The full text of this descriptive article outlining the context of 
a complete budget program was delivered by the author before an 
A.M.A. group attending a course on ‘‘Supervisory Cost Reduction."’ 
We were obliged to reduce the article somewhat, but, nevertheless, 
we believe the remaining text to be all that the title embraces - a 
comprehensive review of what constitutes a full budget program. 
Mr. Maurer’s text also answers, throughout its length, the question 
— Why do we want to budget? For beginners or thoroughly in- 
doctrinated budget men, this article tells the complete story of 
the proper place of Budgeting in a business. 


Today there is little that is new in budgeting. 
It is a mature subject and the principles involved 
have been in use, in one form or another, ever 
since business began. Yet its practice, on the 
whole, is not mature and most of us fail to 
realize its full possibilities. 


Even a one man business must have a plan of 
action. True, such a plan is seldom a formal one 
in writing. The plan may be entirely in the 
manager’s head perhaps aided by scraps of paper 
in various pockets with such headings as ‘‘things 
to do today’’ and ‘see Mr. Jones at the bank on 
Friday about payroll money’’. 


Such an informal plan of action for management 
might be all that is needed in the way of planning 
for a simple business, but the complexity of 
business today is such that formalized control is 
an absolute necessity lest the business get out 
of control altogether. 


During World War II emphasis was on pro- 
duction at almost any cost leaving little in the 
way of budget or cost control. With cutbacks 
following the war’s end, business turned to pro- 
grams of cost control to meet the force of com- 
petition. The nature and extent of a budget pro- 
gram in use today depends upon at least three 
things: (1) the complexity of the business; 
(2) its competitive situation; (3) the alertness of 
management to the tangible results which can be 
gained through a well defined and organized plan 
of budgetary control. 


One of thedefinitions of budgeting I am sure you 
have heard is ‘‘An accounting of the future’’. 
Accounting, as we ordinarily think of it, is 


chiefly confined to a record of the past. Before 
1945 the work of a typical accounting department 
consisted of at least 90% recording history and 
10% producing forecasts and budgets for the 
future. Today the percentage would be nearer 70% 
and 30%, respectively. As business becomes 
more competitive, and the cost-price relationship 
becomes more important, it is fair to assume that 
the percentage of time devoted to recording the 
financial past will decrease with a corresponding 
increased emphasis on plans for the future. 


[ACE MANUFACTURING COMPANY 


ORGANIZATION CHART 
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NOTE: All members of Budget Commitiee 


Turn now to the place of the Budget Manager, 
Director, or whatever you wish to call him, in the 
organization structure. The definition of Controller 
suggests ‘‘control’’ - not the end or line control 
but the means or staff control. Exhibit ‘‘A’’ shows 
the position of the Budget Manager in a typical 


organization structure. Note particularly the 
budget committee and members thereof. The 
chart points out the most important ‘‘must’’ in 
budgetary control, that is, no budget plan will 
produce maximum results unless it has the whole- 
hearted support of top management. I say ‘‘maxi- 
mum results’’ because any plan is better than no 
plan at all. There is a certain psychological 
advantage to putting something down on paper. 
Anything done that makes a supervisor or foreman 
think is an achievement and usually leads to 
improvement. 


WHAT IS BUDGETING? 


Budgeting is a constant look at the future- it is 
the indispensable preliminary to control. It is the 
first essential of the unceasing cost reduction 
effort without which competitive industry could 
not survive. 


Budgeting covers income as well as outgo- 
the two are inseparably related and must be 
controlled together. Budget goals should be at a 


reasonable attainable level-one that the company’s 


best efforts may be expected to produce. It should 
not represent a minimum standard, nor a goal held 
always beyond reach. The objective, defined and 
accepted by all levels of management, should be 
challenging but not difficult enough to be dis- 
couraging. Each department must know what 
steps mustbe taken andthe quality of performance 
it must display in order to fulfill it. 


We might use the word ‘“‘standard” in de 
scribing the budget level. However, ‘‘standard”’ 
usually means a level of performance under 
average operating conditions. It may be neces- 
sary to set the budget level somewhat higher 
than “‘standard’’, 


Budgeting is both a science and an art. So 
too, is management. The successful operating 
man will approach his problems in a scientific 
manner. He will obtain the facts, define them, 
measure them and experiment with them. However, 
the operating man knows that application of these 
principles requires art that in turn depends on 
skills gained by experience. The art part of 
management means getting things done through 
people and this requires communication. Perhaps 
no other skill required of managers is as difficult 
to develop as communicating to and through 
people in order to get things done by people. As 
engineering is the development of natural re- 
sources for the benefit of mankind, managing is 
the development of human resources for the 
development of mankind. The creed of the 
American Management Association is ‘‘Manage- 
ment is not the direction of things but the 
development of people”’. 


The good operating man will obtain and use the 
very best tools available for the manufacture of a 
product. So also the good manager will insist on 
using budgets as tools for cost control. As 
Henry Ford once said, “If you need a tool and 


don’t buy it, you pay for it and don’t have it’’. 
So in your business if you are not using budgets 
as tools for cost control, you are paying for them 
and are receiving nothing for your money. 


COMPREHENSIVE BUDGETING 


We can define comprehensive budgeting as the 
application of budgeting principles and tech- 
niques to all phases of the operation of a busi- 
ness. The master budget would be the sum of 
sub-division budgets. Some concerns practice 
only partial budgeting such as a sales forecast 
used primarily by the Sales Department in 
establishing sales quotas and the production 
department in planning production. Other com- 
panies add to a sales forecast a capital additions 
budget. Overhead or indirect cost budgeting is 
sometimes included. Partial budgeting certainly 
has value but the full value of budgeting cost 
control can only be achieved by using a com- 
prehensive budget embracing all phases ofa busi- 
ness, financial as well as operating- to serve 
as an all-purpose tool of management. Exhibit 
**B’? shows components of a budget program. 


EXHIBIT ‘‘B”’ 


ACE MANUFACTURING COMPANY 
BUDGETARY PROGRAM 


1. PLANNING OR FORECAST BUDGET 


Prepared each quarter for twelve months. 
Prepared semieannually for five (5) years. 
Printed reports consist of the following: 


A. Sales Forecast. 

B. Gross Profit Forecast, 

C. Net Profit Forecast. 

D. Direct Labor Hours Forecast. 

E. Manpower Forecast. 

F. Overhead Forecast. 

G. Cash Flow Forecast. 

H. Pro Forma Balance Sheet Forecast. 
I. Financial Ratio Forecast. 


Il OVERHFAD FXPENSE BUDGETS 


A. Indirect Labor. 
B. Other Overhead By Classification. 


Ill PLANT OPERATING CONTROL BUDGETS 


A. By Contract 
B. By Units Of Production. 


IV. CAPITAL EXPENSE BUDGET 


A. Semi-Annually For 12 Months. 
B. For 5 Years. 


V. MISCELLANEOUS FINANCIAL REPORTS 


It is easy to justify accounting- that is general 
accounting- the recording of financial history. The 
need for stockholder’s and government reports and 
public information calls for financial record 
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bookkeeping. Budgeting is justified primarily for 
cost control, profit making, and for intemal use 
as a basic function of management. 


We speak of the industrial revolution as the 
development of mass productionthrough scientific 
management, better tools, and higher capital 
investment per worker; all resulting in a more 
complex, and om the average, larger business 
organization. We might say that we are .now 
faced with a new type of revolution, one which 
attacks waste and inefficiency through the con- 
trol of costs, the minimizing of overhead and 
the more effective management of people. Here 
is where budgeting can be of service to manage- 
ment of people. Here is where budgeting can be 
of service to management at all levels downto 
the assistant foreman, 


How can management attack these problems? 
The system of attack need not be complicated. 
An approach through investigation, analysis, and 
followed by decisive action should be used to 
simplify and resolve managerial problems. To do 
the job there are three recognized functions of 
management: (1) the planning function; (2) the 
organizing and coordinating function; (3) the 
control function. 


These functions should not be considered as 
separate and distinet. When the planning function 
is performed the groundwork has been laid for 
effective organization and coordination. How can 
you expect to obtain the most effective co- 
ordination without planning? And certainly con- 
trol is an idle dream without good organization 
and coordination, 


Budgeting is the technique used to assist 
management in accomplishing these three basic 
functions of planning, coordination and control. 


THE PLANNING FUNCTION 


The planning function involves the drawing of 
detailed plans, both short and long term, 
establishing the objectives and the organization 
needed to carry out the plan. The long term plan, 
any planlonger than one year, would be confined, 
in the main, to financial planning. On the other 
hand, the short term plan, or budget, covering 
twelve months would include such items as 
sales and profit forecasts, capital expenditure 
budgets, advertising programs, inventory levels, 
production schedules, material costs and require- 
ments, manpower needs, research programs, 
overhead budgets, and financial plans. 


The importance of including all members of 
management in plan making is essential for at 
least two reasons: (1) there is greater interest 
in and enthusiasm for the plan; (2) active par 
ticipation in making a plan makes any manager 
aware of just where his particular division fits 
into the whole picture, It is not uncommon for 
management, particularly at lower levels, to be 
‘tin the dark’’ about what is expected in the 
future. In order for managers to make the best 


day-to-day decisions on problems, they must be 
informed as to the future objectives of the 
company. This is not to say that we shall expect 
lower levels of management to decide the goals, 
rather we are going to give them a chance in 
deciding how we are going to reach the goals. 


THE COORDINATION FUNCTION 


Unity of effort is the key to coordination, This 
requires developing and maintaining the various 
activities within the concern in proper relation- 
ship to each other. We have seen aggressive 
department heads who have expanded their 
departments out of all proportion to others. 
Empire builders, they are sometimes called. 


Coordination is partly accomplished through 
planning. Advance plans, made with care and in 
detailto meet budgetary requirements, are certain 
to be coordinated plans taking into account 
objectives and problems of each subdivision of 
the concern. Again, coordination depends upon 
adequate communication. Fach member of the 
management team should know well in advance 
what is planned and how the plan is to be 
activated, 

Budget revisions and current results should be 
made available as quickly as possible to all 
members of the planning team. Finally, co- 
ordination must be continuous throughout the 
budget period. This leads us into the necessity 
for adequate control techniques. 


THE CONTROL FUNCTION AS RELATED TO 
BUDGETING 


Given a good budget plan and effective co- 
ordination, we mustfind waysto keep management 
informed that the plan is being f ollowed. Control 
suggests measurement and measurement suggests 
a yardstick. The comprehensive budget program 
is such a yardstick. 


Budgeting does not in itself control; it is 
simply an invention of staff personnel to be used 
by line personnel. Actual performance should be 
measured against budget and such comparisons 
should extend to all areas of operation. It should 
show: (1) budget amounts; (2) actual amounts; 
(3) variation from budget. 


Reporting actual performance against budget 
shows management where the emphasis for 
improvement should be placed. Only in those 
areas where actual is out of line with the budget 
is management concerned. This follows the well 
known principle of management by exception. 


Conventional accounting reports present a mass 
of figures without pin-pointing the exceptional 
items - items that need attention. 


The traditional accounting approach has been 
to compare current results with a similar period 
last year. Such a comparison is better than none 
at all, but can be very misleading. For instance, 
changes in the product mix of the company, 
changes in advertising and sales policies, our 
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side competition, and many others may make a 
comparison between current results and last year 
of little value. Since the budget is based upon 
planned results taking into consideration all 
changes since last year and revised to account 
for changes as they occur, a deviation from the 
budget can have real meaning. 

Budgetary Control makes it possible for top 
management to feel the pulse of the business 
throughout the year. Progress must be evaluared 
throughout the budget period. It is too late to 
take corrective action at the end of the year. 

We have thus far reviewed the three recognized 
functions of management; planning, coordination 
and control. 

It has been suggested that budgeting should 
not stop with these three functions- that we 
should add a fourth, that of presenting to manage- 
ment recommendations showing what needs to be 
done in policy changes or program emphasis to 
carry out the budget plan. Intelligent study of 
variances of actual from budget will often point 
out and lead management to changes in policy 
which will result in lower costs. 


THE VALUES OF BUDGETING 


Does budgeting bring about results or values 
commensurate with the cost of operating a 
budget department? If the answer is ‘‘no’’ then a 


lot of companies can find at least one place in 
which to cut down their overhead. 


Some of the outstanding values of budgeting 
are: 


(1) A properly and intelligently developed 
plan for operation gives something approaching 
assurance of realizing a satisfactory profit. 
We need not argue the need for profit. It is 
elementary that in our economic system busi- 
ness without profit is soon no business at all. 
Under today’s highly competitive conditions 
profit cannot be realized without planning and 
proper cost control. 


(2) Budgeting provides a basis for making 
proper management decisions. Deviations 
from the plan can be appraised since major 
decisions have been anticipated. 

(3) A third value of budgeting is derived 

from its use as a mechanism for controlling 
and reducing costs. No continuing profit can 

be had today without cost reduction. 

(4) Budgeting aidsin coordinating the activities 
of departments with other departments and thus 
assigns definite responsibility f or eachfunction 
of the business. 

(5) Budgeting brings lower levels of manage- 
ment out of the dark regarding basic policies 
and objectives. 


(6) Budgeting makes management think ahead 
about its own business and the expected trend 
of general business conditions. 


(7) Finally, budgeting helps establish the 


business on a firmer basis with banks and 
other financial institutions. 


THE DANGERS OF BUDGETING 


Any system of cost control that has possi- 
bilities of promoting profits has its limitations 
and dangers. Because the budget is a plan for a 
definite period of time, too rigid adherence to the 
budget in view of changed conditions may be 
short-sighted when it can be shown that it may- 
be profitably exceeded or revised. This suggests 
that the budget must be flexible. 


Another danger is in the failure to reduce 
costs because expenditures are running within 
budget limits. Changes frequently occur during 
the budget period which should dictate immediate 
reduction in the budget. 


Then there is the danger inherent in mis- 
managed budget administration. Frequently 
management asks for an all-out expense reduction 
effort and then insists on further reductions. 


Still another danger in budgeting is when 
management decrees an overall reduction of 
10%. I can think of no more ridiculous way of 
attempting cost reduction than by this method. 
It is nothing short of lazy management and open 
admission of its inability to devise and operate a 
budget plan that takes into consideration vari- 
ances. 


HOW THE BUDGET IS MADE 


Top management must assume the ultimate 
responsibility for the budget. The budget depart- 
ment, reporting to the Controller, and doing the 
leg work im constructing the budget, should pre- 
sent its first draft of a budget to the budget 
committee for review and approval. 


There was @ time when the completed and 
accepted plan of operations was given to middle 
and lower levels of management without their 
having had any part in the preparation of the 
plan. We have now almost accepted the principle 
that each department head should prepare his own 
budget. Together with budgets from other depart- 
ments these Sub-budgets go to make up the 
master budget, Hence, the master budget is 
nothing more than the orderly statement of the 
plan in dollars, machine hours, direct labor 
hours, manpower and So on. These sub-budgets 
are arranged im such @ manner that actual results 
can be compared against the budget plan. 


In connection with preparation of the budget 
there are a few rules of procedure that must be 
observeds (]) charge only to a supervisor’s 
department that which he can control. In the twi- 
light areas where there is @ question of control, 
the decision to imelude or exclude should 
ordinarily Be Tet to the Supervisor; (2) in 
charging @ Supervisor for services performed by 
other departments, an explanation of the services 
he receives Should be available «in sufficient 
detail so that he cam exert his best effort to 
keep the Service charges at @ minimum; (3) the 
accountiag and paper Work wsed for budget 
preparation should be clear cut @nd wel! defined. 


Cont'd on page 16 
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Following the construction, review and approval 
of the budget, there are several points of control 
that should be observed: 


(1) Deviation from the budger Approval in 
advance should be secured for any deviation 
from the budget. 


(2) Since conditions change, both adjustments 
to external changes and internal improvements 
require adjustments in the budget and shifts in 
planning. However, there must be an orderly 
process of revision. 


If flexible, how flexible? Naturally to make 
day-to-day changes would only disrupt the whole 
planning procedure. So continual revision is not 
called for, but rather selective revision depending 
upon circumstances and following discussion 
and agreement. Revision is more a matter of 
management judgment than of any set formula, 


Usually, in a budget for twelve months, 
quarterly revision is the rule. It is especially 
important that close scrutiny be given to the 
budget for the immediate future- say the first 
forecasted quarter. 


DIVISIONS OF A BUDGET PROGRAM 


A comprehensive budget would be the ultimate 
goal. Such a budget cannot be introduced all at 
one time. It takes time to obtain the benefit of a 
complete budget program. Not every concem 
should strive forthe same type of budget program. 
There are a number of variations and a plan that 
might work successfully in one company might be 
lacking in some respects if applied to another 
company. Here again, flexibility is the watch- 
word. So long as the fundamental, basic prin- 
ciples of budgeting are observed there may be 
considerable latitude in programs. This latitude 
would not extend, however, to all components of 
a comprehensive budget program. For instance, 
all budgets must of necessity start with the sales 
budget or forecast and every company would be 
expected to prepare such a forecast as a starting 
point in budgeting. It is difficult to imagine any 
plan which would not include a budget of capital 
expenditures, profit forecast, manpower forecast, 
overhead forecast and cash forecast. 


Certain components of a comprehensive budget 
program are the chief concern of top management 
for financial planning. These components con- 
sist of the budget balance sheet and supporting 
schedules such as cash, receivables and capital 
expenditures. 


The operating budget covers revenue and 
expense. Revenues, of course, are tied to the 
sales forecast. Expense budgets are to be 
found at all levels and as part of all department 
budgets. Whereas, the revenue portion of the 
operating budget is the concern of top manage- 
ment, expense budgets are the concem of all 
departments. 


In addition to financial and operating expense 


budgets, the appropriation-type budget has a 
place in most concerns. Here a certain amount 
of funds are appropriated for specific activities 
such as, research and development and adver 
tising. These budgets are specifically set and 
controlled by top management and are based 
upon plans for the activity during the period. 


It takes considerable time to prepare a com- 
plete budget program so that preparation should 
be started several months before the end of the 
current year. Starting out with the sales forecast 
or sales budget, it is possible to prepare a pro- 
duction budget which specifies production require- 
ments. Direct material, direct labor and expense 
budgets can then be prepared and tied intothe 
production or operating budget. We now have 
enough data to construct a ‘‘cost of goods 
manufactured’? budget which, in tum, produces 
cost of sales and inventories. Capital additions, 
selling and administration expenses, financial 
expenses and researchand development expenses 
all go to produce a master budgeted income 
statement and balance sheet. 


To complete a picture of a comprehensive 
budget program we turn now to the budgets which 
are the chief concern of middle and lower levels 
of management. Since these budgets deal with 
the outgo portion of the operating budget they 
may be generally classified as cost reduction 
budgets. 


COST REDUCTION AND THE BUDGET 


It has been pointed out that continuous unit 
cost reduction is indispensable to industry and 
the budget is the primary tool of cost reduction. 


Cost reduction through budgets suggests con- 
trol of labor, material and overhead costs. As to 
labor, most concerns have developed standards 
of performance for control of plant operations. 
Since the most important factor in the manu- 
facturing cycle is labor cost, direct labor hour 
budgets based on standards are an important 
part of cost reduction. 


Before leaving the subject of direct labor 
costs it should be emphasized that labor uses 
machines, materials, services and tools,all of 
which are subject to savings as a result of 
budgeting. Take a look at materials. You know 
the situation in your company relative to the 
economical use of materials. In the aircraft 
industry an account called ‘“‘scrap sales” is a 
large item in the‘‘tother income” portion of the 
profit and loss statement. Both a raw materials 
budget and a factory supplies budget can materially 
reduce this ‘‘income’’. It seems strange to be 
talking about reducing ‘‘income’’, but I am sure 
only a scrap dealer need be concerned about this 
type of income. 


Now take a look at machines requiring main- 
tenance. Reduction in plant costs may be made 
by placing plant maintenance on a ‘preventive 
maintenance’’ basis. 
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Having secured satisfactory performance in 
the control of direct labor costs, materials, 
supplies and preventive maintenance, let us 
take a look at additional overhead costs not 
previously mentioned. Any list of overhead 
expenses would include items such as, expenses 
incurred for utilities, travel and entertainment, 
advertising, rents, insurance, depreciation, 
office supplies, pension and retirement trust 
plans, etc. However, when we analyze total over 
head cost, we find that the most important item is 
indirect salaries and wages, and taxes which are 
directly proportional to manpower. It is my feeling 
that inthe control of overhead expense, budgeting 
can be of greatest service to reduce costs and 
increase profits. 


The control of overhead costs through budgeting 
introduces the technique of variable expense 
budgeting. It was mentioned that a department 
head should be charged only with those expenses 
which he can control. Certain fixed expenses are 
allocated to departments using a unit of measure 
such as floor space. Other fixed expenses may 
be allocated on a basis of productive labor hours. 
Variable expenses are controllable expenses and 
vary with volume of production. The variable 
budget is separate and apart from the planning 
budget but should be used to complement the 
planning budget. In fact, variable budgets are 
usually constructed first as they provide cost 
data for the planning budget. 


Cost reduction cannot be achieved without a 
good reporting system. Actual must be constantly 
compared with budget. It is difficult to rely 
solely on the management by exception principle 
because we are never completely confident in the 
budget itself. But if we keep in mind that the 
budget is a flexible instrument of cost control, I 


am sure that we can make tremendous strides 
towards cost reduction. 


CONCLUSION 


In concluding this discussion of Budgets, I 
would like to list some of the ‘‘musts”’ as applied 
to budgetary control. 


Effective budgeting, like any other science, has 
developed through the years and although there 
is not one standard plan of budgeting for cost 
control, there are certain generally accepted 
principles which should be used as check points 
in establishing any budget program. Let us call 
these ‘‘musts”’ for effective budgeting. 


BUDGET MUSTS 


I. Budgets must have the enthusiastic ap- 
proval of top management. The budget 
committee mustactively enter into planning, 
coordination and control. 


Il. The Budget Director and staff must be 
technically qualified. They must have the 
ability to get along with people- be diplo- 
mats. They must act in a staff capacity and 
only as a service department. 


III. The budget must be flexible, simple, under 
standable, practical and reasonably attain- 
able, 

IV. The budget must be designed to meet con- 
ditions in the particular company. 


V. The budget should not be the result of the 
thinking of one man- there should be 
cooperative thinking and action. 


VI. Budget reports should be submitted promptly. 


Vil. The budget should not be utilized as a 
portion of the accounting system- rather the 
budget should be patterned after the account 
ing set-up. 


VIII. Delegation of authority and responsibility 
in the organization structure must be 
applied at all levels of operation. 


IX. The limitations of budgeting must be clearly 
understood. 


X. Like any tool, its value and usefulness as 
an aid in production and cost control is 
determined by the quality of material that 
is used in its construction, the care with 
which it is used, how it is maintained and 
how quickly it is discarded for a better tool. 


very active Chapter member. 


The San Diego Chapter reports that they were stunned by the 
news of the passing away of Mr. Robert C. Pederson, Director 
of Budgets and Estimating for Convair General Offices, and a 
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By: Olin H. Baker, 
Comptroller 
Bryant Manufacturing Co., 
Division of Carrier Corporation 


CONTROL THROUGH VARIABLE BUDGETING 


This is a down-to-earth practical outline of the functions of 
budgets at the Bryant Mfg. Co., A Division of the Carrier Cor- 
poration. Obviously, considerable time is expended in their 
construction and the extent of follow-up is most complete. 
Budgetary control through the means of variable budgets for all 
phases of Carrier’s operations is the keystone of their manage- 
ment control. 


A unique feature of their control is the measurement of actual 
sales versus forecasted sales through use of an outside guide 


post. 


The most logical starting point for this dis- 
cussion would be a general definition of the 
subject in order that all may be on a common 
ground. Such definition might take two distinct 
steps as follows: 


1. Budgets are the plans for the future of the 
business, formalized by management for all 
aspects of business, the profit or loss or 
operating income budget, and the balance 
sheet budget. 


2. Budgetary control is a powerful tool which 
enables management to forecast future 
operations of the enterprise from sales 
through profit or loss, and, then control 
future income and expense with remarkable 
exactitude, and, thereby attain a profitable 
return on the investment in the business. 


The degree of perfection of the sales volume 
base for the budget, determines how powerful a 
tool has been developed. Therefore, to select 
this base it mustbe gearedto business conditions, 
trend of growth of the particular enterprise and to 
new fields of endeavor. 


To determine the basic sales volume, the 
forecasting of these economic conditions becomes 
of utmost importance. The forecasting devices may 
be economic consultants, various indices related 
to the type of products, industry position and 
future trend, market research statistics or 
combination of these factors depending on how 
much can be expended on the forecasting effort. 
Any or all of these devices should be tested over 
along period of time for the most accurate results. 


Once the base sales volume is selected it 


should reflect an obtainable goal in the light of 
economic conditions, and rates of growth adjusted 
by new products, and specialized efforts for the 
future period to effect greater distribution, such 
as advertising, promotions, increased sales 
personnel, etc. 


The budget in action as a control tool should 
do the following: 


1. Measure sales volume against business 
conditions. 


2. Keep manufacturing expenses in line with 
volume being obtained. 


3. Keep Selling, General, Administrative, 
Financial, Engineering and Advertising 
expenses in balance with the sales cost 
components. 


4. Assist in planning expansion of facilities. 


5. Stimulate supervisory planning to meet 
future conditions. 


6. Lay the ground work for obtaining maximum 
profits. 


7. Furnish a pattern along the most efficient 
course to profit and return on investment. 


A major phase of budgetary control is ‘‘How 
can these controls be developed from the base for 
all accounting periods and measured against actual 
results’’. 


In order to establish a program, certain 
assumptions are made. They are as follows: 


1. The budget shall establish reasonable goals 
for the organization. It should not be an 
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‘‘operating budget’’ or a ‘‘Bankers budget’’. 
Rather, it should be a budget thar falls be- 
tween these two extremes. Scholastically 
speaking, the budget, it is believed, will be 
most effective at a grade of 90. Such will 
inspire the members of the organization to 
turn in a performance that is better than 
average and still provide for goals that can 
be surpassed by excellent achievement. 


The position is taken that people do better 
work when asked to execute a better than 
average assignment, than when they are 


urged to strive for the seemingly unobtain- 
able. 


Budgets established for the year should 
firm. They should not be revised. Instead, 
reliance on the variation between actual and 
budget should be utilized to check wherein 
we are veering fromthe predetermined course. 


The establishment of a budget in no way 
should incorporate the thinking of any one 
individual or department. It should be a co- 
operative action and should reflect the 
combined thinking ofall responsible persons. 
The Budget Department, as such, should pre- 


pare the essential tools and guides, co- 
ordinate the data, and, in general, act as the 
steering mechanism for the preparation of the 
budget. Otherwise, the budget should reflect 
the policies, goals and thinking of all the 
divisions. 


4. An operating budget should not be utilized as 
a portion of the accounting system. Instead, 
the budget should be patterned after the 
accounting setup. 


FLOW OF BUDGET 
PREPARATION PROCEDURE 


To better portray the actual preparation of a 
complete budget, a flow pattern (Exhibit I) is 
presented herewith. On the left is the format of a 
simplified Profit or Loss Statement. On the right 
is illustrated the necessary direction and flow of 
the components essential to the preparation of 
the budget. Detail in the illustration has been 
held to a minimum. For example, Manufacturing 
Expense consists of a breakdown into the 
individual departmental expenses. Selling, 
General and Administrative Expense likewise 
consists of voluminous departmental breakdown. 
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From the Chart it will be noted that all budget 
activity is geared to three elements. 


1. Economic Factors (Cyclical Factors - 
General Business Conditions). 


2. Rate of Growth (Secular Factors - Normal 
trend of growth). 


3. Market Analysis. 


Utilizing these three elements, a completed 
sales figure is determined. This is the key to all 
other budgeted operations of the organization. 
Application of standard material costs to the 
sales volume produces the material budget. As a 
by-product, inventory turnover and the inventory 
budget are established. Further, application of 
standard direct labor and burden costs results in 
the Direct Labor budget and the Variable Burden 
Absorption budget. 


The Direct Labor budget furnishes the basis 
for the actual Variable Burden Absorption budget. 
The difference between the latter and the Vari- 
able Burden budget prepared by departments 
results in the budget of burden variance. 


Also dependent upon the sales volume are the 
variable Selling Expenses and the Variable 
General and Administrative Expenses. 


Geared to these variable expenses, but es- 
tablished independently, are the fixed expenses 
for burden, Selling and General and Administrative. 


These, as canbe seenby the arrows, are combined 


and flow into their proper place on the overall 
Profit or Loss Statement as totals. 


Please note that each individual department, 
even the smallest and remote operation cost is: 
a) corordinated with all other departments; 
b) tied into the Sales Forecast and thus is geared 
directly with the rate of growth, economic con- 
ditions and market analysis. This is important 
and later in this discussion this importance will 
be demonstrated in the control operation. 


As a practical matter, inventories may require 
adjustment due to over or under inventory position 
caused by prior periods and, therefore, may vary 
to the degree necessary to effect correction and 
required recurn on investment. This variance may 
be controlled without distorting the over all con- 
trol of operations against sales volume forecast. 


SALES STATISTICAL PROCEDURE 


The process of interpreting economic con- 
ditions, rate of growth and market analysis in 
terms of a Dollar Sales Forecast is complex, 
technical and statistical in nature. In our 
particular business we have selected specifically 
the Federal Reserve Board Index - Durable 
Manufacturers as an index that most closely 
correlated with our business trend. By statistically 
removing the normal trend of growth from raw 
sales figures, we find the cyclical factor which 
causes the irregular peaks and valleys in the 
sales figures. It represents the effect of general 


business conditions. To statistically chart sales 
volume, a simple device called a level sheet is 
developed indicating our index and its correlation 
with General Business conditions or F.R.B. 


To the normal trend of growth is added the 
cyclical or economic factor, thus determining 
sales volume obtainable at a given general busi- 
ness condition. These factors may be plotted by 
years based on varying levels of business 
activity, maintaining the correlation of our index 
versus F.R.B. 


Through concensus of opinion of our manage- 
ment and economists in other industries, the level 
of general business conditions are forecasted 
for the future period. Assuming that this forecast 
indicates that General Business conditions will 
be 140 andthat our index indicates that we should 
be at 147, it is a simple matter to lift from the 
level sheet the sales volume that should be 
attained with the same sales effort, quality of 
merchandise and price structure. 


This volume may be adjusted due to intensified 
sales effort, new products, changing price 
Structure, major changes in marketing conditions 
of specific products, etc., which is the evaluation 
of the sales divisions forecasting. These methods 
may be used by product and/or marketing areas 
by further refinementofthe indices used. Seasonal 
variation indices by product and marketing areas 
are also designed to budget the monthly volume 
tied to the annual volume. 


The sales dollar volumes are converted to 
unit volumes of products and translated in 
material and direct labor. The direct labor volume 
thus becomes the base for the manufacturing 
budget and is relateddirectlyto the sales volume. 


EXPENSE BUDGETS 


The Direct Labor budget is distributed to 
individual manufacturing departments by the unit 
production schedules required to produce the 
authorized unit quantities, 


The resolved Sales budget in total and by 
division serves asthe determinant for the Selling, 
and Administrative expense. The Direct Labor 
budget based upon the resolved Sales budget 
and distributed by departments becomes the 
basis for the Manufacturing Expense budget. 


As in the case of Sales Budgets, tools are 
prepared to assist in the establishment of the 
Expense budget. This tool contains dollar past 
performance data for the past 4 or 5 years if 
available, and each item of expense related 
percentage-wise to its actual base. The first 
item on the expense budget work sheet is the 
base, sales or direct labor. Space is provided 
for the historical data, current year data, expense 
account, annual budget and the resolved budget 
is spread by months. 


The expense items are segregated by their 
fixed and variable characteristics. In order to 


make such a segregation, it is mecessary to 
obtain a definition of fixed and variable expense. 
Originally, this definition must, of necessity, be 
somewhat arbitrary. This definition may be 
developed by company policy after careful study. 
Scatter charts of expense accounts related to its 
base may be helpful in arriving at the proper 
definition. It should be remembered that the 
higher the proportion of fixed expense, the higher 
the break even point must necessarily be. 


The percentage relationship of each expense 
to its base are called ‘vertical ratios’’. The fixed 
expenses are budgeted on the basis of current 
going rates. The vertical ratios for the fixed 
expenses are only used for determining trends of 
these expenses. Adverse trends warn management 
trouble is ahead if volume turns down. 


Variable expenses are budgeted by reviewing 
the trends of the vertical ratios, Attempts are 
made to arrest those expenses trending upward. 
Vice Versa, an expense unjustifiably reflecting a 
downward growth requires a _ larger budget. 


The Budget Department prepares the statistical 
budget, employing the aforementioned technic. 
The past performance data, together with the 
statistical budget, is forwarded tothe responsible 
personnel over the department for developing the 
department’s proposed budget. The proposed 
budgets are then reviewed by department heads 
and managers. Where substantial differences 
exist, reasons justifying the variations must be 
furnished. Possibly it might require a compromise 
between the two figures. If the budget cannot be 
resolved than the figures are submitted to the 
management for the final decision. The final 
budget is posted in the ‘‘Resolved’’ column and 
forms the basis for spreading the monthly budget. 


SALARY BUDGETS 


The salary component of the expense budget is 
derived from a work sheet. This work sheet lists 
the name of employee, position, salary group 
based on job evaluation, Salary as of date pre- 
pared, Date of last increase, Salary month prior to 
period budgeted, the monthsof the fiscal year in 
which increases are planned, and Final Annual 
salary. The columns to the right are used for 
computing compensation insurance, payroll taxes, 
etc. In the lower section of the work sheet the 
annual rate of salary expense is computed and 
the monthly expense budget is determined. 


CAPITAL BUDGET 


Simultaneously with the operating expense 
budget, the capital budget and major expense 
budget are required. This is done on Capital 
Budget Request Form. (Exhibit IV) This form 
requires detailed description of the equipment or 
expense requested, together with the reasons for 
the request, classified as to its effect on pro- 
ducing income or non producing income type 
expenditure, and the economies that can be 
affected by its expenditure. This data is broken 


down to the month or months in which the cash 
expenditure must be made, If it is determined that 
it is major expense, the total is then added to the 
expense budget. These requests are initiated by 
the department heads, who analyzes the costs 
and savings involved and prepares a justification 
for the expenditure. They are presented to his 
supervision, divisional and corporate manage- 
ment, for approval. 


CARRIER CORPORATION 
CAPITAL BUDGET REQUEST FORM Cab 
Carta 
9. GENERAL DESCRIPTION. as 
as 6 as 
«4 4. a6 4. 
DETAIL DESCRIPTION: 


13. REASON FOR REQUEST 
EXPENDITURE EVALUATION 


BUDGET OPERATION AND 
EXPENSE REPORTING 


After approval, all budget data is transferred 
to punch cards, Through the use of these punch 
cards, quarterly budgets broken down by months 
and cumulatively are prepared on the form, Budget 
by Month (Exhibit VI). The departmental data is 
distributed to the department head and all super 
vision responsible for the operation. The punched 
cards are retained and control reports are pre- 
pared by a tabulated comparison of the actual 
performance and the budget. This is reported on 
the form, Schedule of Expenses (Exhibit VII). The 
spread of the budget by months, as well as 
comparison with actual, are performed completely 
mechanically by use of punched card equipment. 
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CONTROL REPORTS 


The most important facet of budgetary control 
is the control itself. The best budget is valueless 
without the control features wherein the actual is 


checked 
desired. 


against 


the predetermined patterns 


The control factor of budgeting is presented 
in Exhibit VIII. This control is actually mechani- 
cal in the year to date portion of Exhibit VII; 
however, for purpose of demonstrating more 
clearly the control analysis, this hypothetical 
case is useful. 
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CONTROL REPORT 
HYPOTHETICAL ADMINISTRATIVE EXPENSE 
MONTES FISCAL 19 
OVER | ALLOWABLE 
$ TO $ TO OVER OR oR OVER OR 
DESCRIPTION ACTUAL SALES BUDGET SALES (umen)| (UmpER)| (UmpER) (Loss) 
Sales 1,282,500 | 100.0 | 1,350,000 | 100.0 | (67,500) (5.0) ° e 
Pixed Expenses 
Ol Depreciation 270 021 020 
Oh Rent 1,500 1,380 120 8.7 (120) 
05 Salaries »200 3.442 45,900 3.800 (1,700) (3.7) a 1,700 
Total Fixed 50,000 | 3.899 51,700 | 3.839 a (1,700) (3.3) - 1,700 
Variable Expenses 
O7 Indirect Labor 265 021 15 0 1 - 
17 Supplies 1,580 -123 1,500 oe 
35 Travel 7,900 -615 7,900 -586 (395 a 395 
Total Variable 21,800 | 1.691 22,000 gr 631 (200) (.9) (1,100) (900) 
Total Expenses 71,800 5.590 73,700 5.470 (1,900) (2.6) (1,100) 800 


It will be noted that the first column headed 
‘“‘Description’’ includes the individual account 
and names. The next column headed ‘‘Actual’’ 
includes the actual expenditure for the period 
under review. The third column ‘‘Percent to 
Sales’’, shows the vertical ratio of each actual 
expenditure to the actual sales dollar, or, in the 
case of manufacturing expenses, to Direct Labor. 
The fourth column headed ‘‘Budgets’’ shows the 
budgeted figures for the period. The fifth column 
shows the vertical ratios of the budgeted expenses. 
Column 6 headed ‘‘Over or Under’’ represents 
dollar amount that the actual is over or under the 
budget. The column headed ‘Allowable Over or 
Under” reflects the amount that the actual should 
be allowed to exceed or fall short of the antici- 
pated budget. The last column shows the gain or 
loss, or the net change in the profit picture as a 
result of variation from the budget. 


In this illustration you will note that the 
expenses are broken down between fixed and 
variable expenses. The fixed expense should 
reflect no budget variation; consequently, no 
allowable over or under is recorded. 


Variable expenses, on the other hand, should 
vary in accordance with volume. In the example 


illustrated, Indirect Labor actually amounts to 
$265 versus a budget of $280, for a variation of 
$15 or 5% Sales were $67,500 or 5% below the 
budget. Therefore, the indirect labor expense has 
varied in exact accordance with the sales vari- 
ance. By applying the percent of sales shortage 
(5.0%) to the Indirect Labor Budget, it will be 
determined that this expense should be allowed 
to go under the budget by $15. Actually this is 
the case and, therefore, there is no gain or loss 
or change to the profit picture. 


Application of the 5% variation reflected in 
sales to the budget for supplies determines the 
amount this item is allowed to go under the 
budget. This amounts to $75 and is shown in 
the column headed ‘‘Allowable Over or Under’’. 
Actually, the expenditure for supplies is $1,580 
which is $80 or 5.3% over the budget. As a 
result, there is a $155 loss or net change in the 
total profit picture due to this one expense. 


Travel expense is examined in the same light 
as the preceding expenses, This expense was 
$7,900 for the period under examination versus a 
budget of $7,900. Actually, this expense has met 
the budget. In most systems of budgeting this 
would be considered good operation; however, 
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because of volume change this is not so. Referring 
again to the sales volume, it is determined that 
travel expense should operate $395 or 5.0% 
under the budget. Because it is exactly balancing 
the budget, there results a $395 loss in control. 


This report supplies the financial control. It is 
necessary to investigate all losses in control in 
order to determine the cause for the difficulty. 
Under fixed expenses, the salaries expense 
reflects a gain in control of $1,700. Although a 
gain is recorded in this account, it is possible 
that this is the primary contributing factor of 
sales volume failure to meet anticipated levels. 


The efficiency of sales accomplishment is 
measured in terms of F.R.B. Index - Durable 
Manufacturers. As an illustration, let it be 
assumed that the Sales Budget is based upon the 
forecast level of 280 and that the three months 
actual accomplishment is 281. This represents 
only (1) point or a very small percentage of 
variation. From this fact it may be assumed that 
the forecast levels of general business are being 
obtained. The sales volume, on the other hand, is 
reflecting a 5% shortage. Thus, with general 
business conditions balancing with the forecast 
and sales volume 5% under the budget, it can be 
safely assumed that the sales volume is not 
maintaining the normal trend of growth or its fair 
share of the market. Analysis will indicate where 
this difficulty is occurring, either geographically 
or by product line. 


Corrective measures should be immediately 
taken. However, until volume improvement can be 
accomplished, it is necessary to pare the vari- 
able expenses in order to achieve anticipated 
profits. 


BALANCE SHEET BUDGET 
The Balance Sheet Budget is prepared to 


reflect the best possible return on invested 
capital, consistent with volume sales require- 
ment, seasonal variations, and distribution 
financing requirements. The complete balance 
sheet is budgeted by months, reflecting cash 
requirements and comparisons to actual results 
are made on monthly basis. Analysis will indicate 
causes for deviation from budget such as lower 
sales volume than anticipated, too rapid or too 
slow a rate of purchasing or manufacturing and 
many other controllable causes. 


CONCLUSION 


Installation of Budgetary Control in every 
business is a special case. The use of this 
system raises specific problems for which no 
solution can be given in advance. As general 
guiding principles, it can be said that those 
responsible for the budget should take two 
essential steps: 


1. Carefully analyze past data available and 
determine the economic characteristics of 
the business. 


2. Prepare the adjustments made to the frame 
in which the budget will operate: 


(a) Adjustments to the accounting setup 

(b) The assembly of statistical data 

(c) Above all sell management on the 
Budget Control Plan. 


The results to be obtained are worth the 
effort. Budgetary Control, when properly practiced, 
is probably the last word in the technique of 
scientific management and also the best method 
yet devised for developing team spirit in an 
organization. 


“BLOOPERS” 


When we bloop, we bloop good. The last para- 
graph of the article, ‘‘WHO PAYS INCENTIVES 
BASED ON BUDGET PERFORMANCE AND WHY? 
OR WHY NOT?’’ appeared in our February issue 
with text as follows: ‘‘Although the concept has 
not been wisely adopted, it is evident from the 
replies that a considerable amount of thought has 
been given the object.’’ Now if you will substitute 


widely and subject for the words in italics you 
will get the true statement of the conclusion 
made by the author. 


We consider ourselves in the DOG HOUSE, and 
we apologize first, to all the Milwaukee Chapter 
Members who had a hand in compiling the data and 
secondly, to all of our readers who may have 
been mislead. Won’t you cross out the words 
wisely and object and substitute widely and 
subject in your issue, so that we can get out of 
the DOG HOUSE. 
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MILWAUKEE CHAPTER 


On April 17, 1958, the Milwaukee Chapter of 
NSBB will again hold its annual meeting in 
conjunction with the University of Wisconsin at 
Madison. This has been an annual affair for the 
past eight years. To this joint NSBB-University 
of Wisconsin meeting, guests are invited from the 
University staff, University School of Commerce, 
certain state officials, and representatives of 
industry within a 75-mile radius of the city of 
Madison. Beginning in 1954, student guests from 
the junior and senior classes of the School of 
Commerce have been added to the group. The 
annual dinner meeting has cometobe ahigh point in 
the yearly calendar of the students involved. 


The popularity of the affair is attested by the 
fact that attendance has averaged around one 
hundred for the past several years. It has been 
helpful in continuing the fine cooperative spirit 
which has long existed between the school and 
the Milwaukee Chapter of the N.S.B.B. Both the 
retired Dean and the present Dean of the School 
of Commerce have at these meetings repeatedly 
endorsed the N.S.B.B. as the finest professional 
group with which they come in contact. 


Topics for the meetings are chosen so that they 
command a wide appeal to students and business 
representatives alike. This year’s program will 
center around the subject, ‘‘Building the Master 
Budget.’’ 


This event is an outgrowth of the close working 
arrangement that has been built up between the 
Milwaukee Chapter and the faculty of the Uni- 
versity of Wisconsin, School of Commerce. The 
Milwaukee Chapter’s Educational Committee has 
been responsible for securing the University’s 
cooperation in sponsoring a three-day Budget 
Techniques Institute for the past three years. 
The institute is staffed by members of the 
Milwaukee Chapter of the N.S.B.B. The institute, 
last given in the fall of 1957, proved so popular 
that it is to be given again this Spring. 


COOPERATES 


WITH 
EDUCATIONAL INSTITUTIONS 


TRI-CITIES CHAPTER 


Guests from Augustana College, Rock Island, 
Illinois and St. Ambrose College, Davenport, 
lowa attended the January meeting of the Tri- 
Cities Chapter. 


CHICAGO CHAPTER 


The following Chicago Chapter members were 
guest lecturers in the class on Budgets at the 
DePaul University during this school year 


A. G. Avant K. DeCelles 
F. L. Traver H. Dahr 

L. B. Landreth S. N. Weigle 
W. R. Bunge C. S. Holsteen 


CINCINNATI! CHAPTER 


University Night in the Cincinnati area was 
held at Miami University at Oxford, Ohio this 
year. E.G. ‘‘Buck’’ Mauck, Assistant Treasurer 
of Eli Lilly & Company and Past National 
President gave the principal address. Students 
and faculty members from Xavier U., University 
of Cincinnati and Miami U. were in attendance. 


MILWAUKEE CHAPTER 


The Milwaukee Chapter sponsored a booth 
containing information on Budgeting at Marquette 
University when they held their ‘‘Career Day in 
Business Affairs.”’ 


tee 


We extend our CONGRATULATIONS to the 
Chapters doing this important work of the 
Society. 
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KNOW YOUR OFFICERS 


DONALD CARTLAND 
NATIONAL TREASURER 


Donald L. Cartland, our National Treasurer, 
has recently (October, 1957) been appointed Comp- 
troller of the University of Chicago. He was with 
A.B. Dick Company in Chicago for thirteen years, 
resigning as Assistant Controller to accept his 
present position. 


Don is a Certified Public Accountant and at- 
tended Northwestern University, where he also 
lectured in Budget Procedure. Before joining A.B. 
Dick Company, he spent approximately ten years 
in the public accounting field. 


He is a charter member of the Chicago Chapter 
and was its president during the fiscal year 
1956-57. He also has been active in local civic 
and charitable organizations and is a member of 
the Chicago Control of the Controllers’ Institute 
of America. 


Don is married and has seven children, three 
boys ages 24, 15 and 12, and four girls ages 21, 
18, 5 and 4. ‘ 


NEWS ABOUT MEMBERS 


Our National President, C. H. ECKELKAMP, 
addressed the class of Senior Naval Officers 
who were taking a post graduate course in Comp- 
trollership at George Washington University, 
Washington, D. C. In the course of his visit Eck 
noticed a shop-worn copy of the January, 1958 
issue of BUSINESS BUDGETING, and it was 
explained that one of the class assignments was 
to read and discuss the article ‘‘What Management 
Expects from the Budget,’’ by B. F. Coogan. 


It was reported to us that EDWARD LOCKWOOD’s 
title was Treasurer of the Sprauge Meter Com- 
pany, however, we now learn that his title is 
Credit Manager and Statistician. We hasten to 
correct our error. 


CHARLES MANTEUFFEL, Louisville Chapter 
has been promoted to Controller of Louisville 
Builders Supply Company. 


BERNIE SCHALLER, Twin-Cities Chapter, is 
now connected with the Theo. Hamm Brewing 
Company, St. Paul, Minnesota. 


Congratulations to AL FAUX of the Indianapolis 
Chapter on his promotion to Treasurer of P itman- 
Moore Division of Allied Laboratories, Inc. 


ANDREW STARINSKY, also of the Indianapolis 
Chapter, is transferring to Vickers Division of 
Sperry Rand Corp. at Birmingham, Michigan. We 
wish you Best of Luck in your new position. 


Donald Cartland Kent Crawford 


KENT CRAWFORD 
NATIONAL SECRETARY 


Another Eli Lilly and Company employee in the 
person of Kent Crawford has and is serving NSBB 
well. 


Kent, after holding several offices in the Indi- 
anapolis chapter, was elected chapter President 
in the 1956-1957 year and this year was elected 
National Secretary. In 1955 he was program chair- 
man of the National Conference. 


Indiana University graduated Kent in 1948 
with an A.B. degree in Economics. He then start- 
ed his business career with General Electric Com 
pany in Schenectady, New York as a participant in 
their Business Training course. 


In 1951 he joined Eli Lilly and Company and 
returned to the Hoosier State. He currently is 
Manager of the Budget Department. 


Kent’s wife’s name is Laura and they have two 
sons, 7 and 9 years old. 


AND CHAPTER AFFAIRS 


VISCH MILLAR of the Philadelphia Chapter 
served as a seminar chairman at an AMA seminar 
in New York City on ‘‘Converting to a Direct 
Cost System.’’ 


FRED KIEFFER, Cincinnati Chapter, was pro- 
moted to Director of Budgets for the Wilson 
Freight Forwarding Company. Congratulations 
Fred! 


The DALLAS CHAPTER incorporated a tour of 
Chance Vought Aircraft, Inc. with their March 
Meeting which was held at the plant. LEE 
STETSON handled the arrangements. 


The CHICAGO Chapter’s seminar was held 
February 18th with STANLEY BAUM, Controller 
of the Herst-Allen Co. acting as chairman and 
LEWIS B. LANDRETH, Manager-Profit Planning, 
International Minerals and Chemicals Corp., and 
CHARLES S. HOLSTEEN, Superintendent of 
Cost Control, United Air Lines, Inc. serving as 
Discussion Leaders. The agenda covered the 
following major subjects. I - THE BUDGET 
FUNCTION; II - PREPARING THE OPERATING 
BUDGET; III - ADMINISTERING THE OPERAT- 
ING BUDGET; IV - OTHER BUDGETS. 


Activity is taking place in HOUSTON, TEXAS 
AND HARTFORD, CONNECTICUT which may 
lead to the formation of new chapters in these 
cities. 
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NEW YORK CHAPTER SPONSORS ONE DAY SEMINAR ON DAY BEFORE START OF EIGHT 
ANNUAL NATIONAL CONFERENCE 
May 21, 1958—9:30 A.M. 


The objective ... of the seminar= is to bring 
together small groups of men (20 to 25) to dis- 
cuss important planning concepts and problems of 
current interest. The seminar groups will be led 
by experts in the areas to be covered who will 
provide direction and guidance. Not more than 
two or three key issues or problems will be pre- 
sented (either by presentation or case example) 
by the chairman and other individuals recognized 
for their experience and knowledge of the field. 


There will be adequate opportunity for discus- 
sions of the issues, concepts or cases reviewed 
during the day. In fact, it is through full par- 
ticipation of all members of the roundtables that 
these group discussions can be most rewarding. 


Each of the seminars will devote a full day to 
one of the following subjects: 


PLANNING AND BUDGETING FOR 
MANAGEMENT 


This roundtable will focus upon the essential 
elements of planning as a part of the management 
process and its reflection in integrated budgeting 
programs. Outstanding discussion leaders will 
present the fundamental concepts of profit plan- 
ning, basic approaches to income and cost analysis 
for budget planning and control and the key ele- 
ments of an integrated budget plan. These per- 
sentations will be supported by case materials, 
demonstrating these concepts and which will 
provide a basis for group discussion. 


It is intended that this group will deal primarily 
with the review of basic principles, their appli- 


cation to their own budget programs, and bring 
perspective to the budget function as an integral 
part of the management process, 


CAPITAL INVESTMENT MEASUREMENT AND 
CONTROL TECHNIQUES 


These discussions will deal with essential 
considerations in the development of long and 
short-range capital investment planning. Atten- 
tion will be focused upon various concepts cur- 
rently applied as yardsticks for evaluating the 
desirability of capital investment programs and 
for measuring the return obtained on present 
investment. 


These groups will not be concerned with the 
procedures followed but with capital invesiment 
planning as a part «* the total company planning 
of marketing, research, manufacturing, etc. pro- 
grams. 


OPERATIONS RESEARCH IN A CORPORATE 
BUDGET PROGRAM 


The roundtable is designed to provide a basic 
review of the underlying concevts of Operations 
Research, the scope and limitations of Operations 
Research, its significance in long-range and 
short-range planning and budgeting, and its proper 
position in a company’s organization. The par- 
ticipants will also have presented to them two 
or three actual case examples of the application 
of Operations Research to specific company pro- 
blems. There will be an opportunity for group 
discussion of each of the principal topics or case 
studies to promote a... better understanding. 
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HOWARD C. GIBSON, Budget Supervisor, Hooker 
Electrochemical Co., Niagara Falls N.Y. 

FRANCIS J]. PALECEK, Jr., Budget Mgr., Sin- 
clair & Valetine Co., Div. American-Marietta Co., 
New York, New York. 

ALEXANDER F. SHENNAN, Budget Mgr., Philip 
Morris, Inc., New York, N.Y. 

EDWARD A. HUSNI, Budget Analyst, IBM World- 
trade Corp, New York, N.Y. 

FRANK J]. NOVAK, Budget Director, Mars, Inc. 
Chicago, Ill. 


MAURICE EDMUND_CULHANE, Mrg., Budgets & 
Costs, Inland Stee! Container Co., Chicago, III. 

JOHN J. DEVINE, United Parcel Service of New 
York, N.Y. 

GEORGE FEDRIC MILLER, Mgr. of Budgets & 
Financial Analysis, Walworth Co., New York, N.Y. 

HARRY B. OLSON, Budget Director, Great Ameri- 
can Insurance —o., New York, N.Y. 

GERALD C. HICKEN, Budget & Research Assist. 
School District No. 1, Denver, Colo. 

BRUCE E. BASTEDO, Assist. Budget Direcroz, 
Garre tt Corp., North Hollywood, Calif. 

RALPH &. JONES, The Singer Mfg. Co., Eliza- 
bethport, N.J. 

ROBERT E. BARKEI, Budget Acct., Eli Lilly 
International Corp., Indianapolis, Indiana 

RALPH FISHER, Sta‘’f Assist- Budgets, Le Roi 


Div. Westignhouse Air Brake Co., West Allis, Wisc. 


ROWLAND B. AXTELL, Comptroller, Hamilton 
Beach Co., Racine, Wisc. 

JOHN McCAFFRAY, Budget Acct., Allen B. 
Wrisley Co., Chicago, fll, 

J. BURGESS deHEUS, Budget Mer., F.C. Hyck & 
Sons , Renssalaer, N.Y. 
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City OF NEW YORK 
Orrice oF THE MAYOR 


NEW YORK 7, N. Y. 


March ll, 1958 


TO THE 8th ANNUAL NATIONAL CONFERENCE 
NATIONAL SOCIETY FOR BUSINESS BUDGETING 


By this Conference, the timely story of the need for understanding 
of budgetary planning in business and industry is vividly told. By 
holding this annual meeting, the National Society for Business 
Budgeting is again demonstrating its awareness of the necessity to 
transmit to its membership and to the population at large, the ever 
increasing importance of the astute control necessary to maintain 
the American-way of business life. 


That New York was selected as the location for this Conference 
gives me great personal pleasure and I am pleased to extend to the 
members who will be in attendance the warm and cordial greetings 
of the City of New York. Truly the business capital of the Worid - 
this city offers an outstanding opportunity to the members of the 
Society to actively participate in the convention activities in an area 
unequalled for educational and entertainment pursuits. 


With all good wishes and the hope for an early return of the Confer- 
ence to New York City, I am 


Sincerely yours, 


Robert F. Wagner 
MA Y OR of the City of New York 
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